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Practice Bulletin9
Decem ber 1991

Disclosures of Fronting
Arrangements by
Fronting Companies

Insurance Companies Committee

AICPA____________________

American Institute of Certified Public Accountants

NOTICE TO READERS
Practice bulletins of the Accounting Standards Division are issued
to disseminate the views of the Accounting Standards Executive
Committee on narrow financial accounting and reporting issues.
The issues dealt with are those that have not been and are not
being considered by the Financial Accounting Standards Board
or the Governmental Accounting Standards Board. Practice
bulletins present the views on such issues of at least two-thirds of
the members of the Accounting Standards Executive Committee,
the senior technical body of the AICPA authorized to speak for the
AICPA on financial accounting and reporting.
The Financial Accounting Standards Board and the Govern
mental Accounting Standards Board are the bodies authorized to
establish enforceable standards under rule 203 of the AICPA
Code of Professional Conduct. However, practice bulletins pro
vide guida nc e on narrow issues th a t p ra c titio ne rs are
encouraged to follow to enhance the quality and comparability
of financial statements.
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Practice Bulletin 9
Disclosures of Fronting Arrangements
by Fronting Companies
1. This practice bulletin provides guidance on disclosures
of fronting arrangements in financial statements of insur
ance companies prepared in accordance with generally
accepted accounting principles. The objective of such
disclosures is to assist financial statement users in evaluating
the risks involved in the fronting arrangements of the report
ing entities.

Background
2. Fronting is an arrangement between two or more
insurers whereby the fronting company issues a policy and
then cedes substantially all the risk through a reinsurance
agreement to the other insurer(s) (the fronted company) in
return for a ceding commission. As with other reinsurance
contracts, the fronting company remains primarily liable on
the insurance contract with the insureds.
3. Fronting arrangements usually are initiated by fronted
companies that are not authorized to write insurance in
particular states. Fronting for single-parent captives of
commercial companies has become increasingly common
in recent years.
4. Fronting companies often require collateral from the
fronted company in the form of letters of credit or funds held.
Guarantees by the parent of the fronted company are com
mon. Fronting companies may have well-defined criteria as
to the financial condition of a qualifying fronted company.
5. Fronting companies are exposed to the risk of loss if the
fronted company does not meet its obligations and the front
ing company is ultimately required to perform under the
contract with insureds.

Disclosures of Fronting Arrangem ents
6. Fronting arrangements are a form of reinsurance, to
which the disclosure requirements of FASB Statement No. 60,
Accounting and Reporting by Insurance Enterprises, apply.

Accounting Standards Executive Committee
(1994-1992)
J a m es A. J o hn so n
Krista M arie Ka la n d
G reg o ry D. Ko sc h in ska
A ram G. Ko sto g lia n
J o hn M. La c ey
M a rjo rie B. M a rker
W a lter S c h u etze
R eva S tein berg

N o rm a n N. Str a u ss ,

Chairman
G. M ichael C ro o c h
H. J o hn D irks
A n d r ew D. F ing er
G eo rg e P. F ritz
S tu a r t H. Ha rd en
J a m es E. H ealey

Insurance Companies Committee
(1991-1992)
J o hn T. Baily,

Chairman
S hirley L. A bel
E dw ard F. Ba d er
R ichard H. Bertho ld t
A n th o n y R. Biele
Ho w a rd E. D alton
F red eric k W. D eic hm a nn
J. H eath F itzsim m o n s

W illiam C. F reda
R o bert W. G ra n o w
W ayne R. H uneke
R. L a rry J o h n so n
P eter E. J o kiel
J o hn W. M c C ullo ug h
G ary W. R o ubin ek
B ruc e e . S c h o w en g erd t
F red ric ka T aubitz

The committee gratefully acknowledges the contributions
of W illiam J. Bawden, former member of the Insurance Com
panies Committee.

AICPA Staff
J o hn F. H u d so n ,

E llise G. Ko n ig sberg ,

Vice President
Technical Standards
and Services

Technical Manager
Accounting Standards

033153

